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Abstract: In the early 1980s, sustainability shifted its focus from social reporting
to environmental reporting. This was due to the growth of environmental
challenges and the challenges companies face, such as pollution, land
degradation, and oil spills. As stakeholders became more aware of the impact
of companies on the environment, some companies began to disclose
environmental issues in their annual reports. Voluntary reporting of
environmental issues in annual reports allows companies to disclose desirable
information about their environmental activities. Companies seek to use
environmental reporting to disclose information related to their contribution to
value creation and the achievement of sustainable development goals. This
study aims to examine the impact of environmental reporting on the adverse
risk of companies on the stock exchange. For this purpose, the environmental
disclosure information of 120 companies listed on the Tehran Stock Exchange
during 2019-2023 was examined using panel data analysis, and then regression
and correlation analysis were used to test the hypothesis. The results showed
that the more environmental reporting, the more adverse risk will be
significantly reduced. In other words, there is a negative and significant
relationship between environmental reporting and adverse risk.

Keywords: Environmental Reporting, Risk, Adverse Risk, Tehran Stock
Exchange.

Extended Abstract

Introduction

Given the technological, social, political, and environmental changes
that have occurred over the past few decades, an organization’s ability
to gain and maintain a competitive advantage has become a real
challenge. These changes not only result in more options for customers,
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but also change their priorities and demands. (Habib et al., 2021) In addition, increasing customer
awareness about dwindling natural resources, water, air, and soil pollution, and changes in natural
climates are forcing companies to adopt environmentally friendly practices and minimize their
dependence on fossil fuels, which lead to environmental vulnerabilities. (Li & Zheng, 2018) In the
present era, dynamic organizations prefer to follow multiple strategies simultaneously and support
their main strategy with subsequent strategies to achieve the goal of sustainable development (SD)
effectively and efficiently. (Alslihat et al., 2017).

Organizations should establish a risk management system, as well as an internal control system,
the functioning of which is aimed at ensuring financial stability, effective economic activity,
compliance with current legislation, reliability of reporting, and disclosure of information to
stakeholders. Disclosure of information related to risks in reporting depends on the specific type
of report (financial and non-financial, social, environmental, sustainable development, strategic,
integrated, ...) as well as on the requirements of the law and the current orientation and information
needs of stakeholders in a competitive environment. Stakeholders can make a more balanced
assessment of the activities of organizations based on information about the risks that these
organizations manage to achieve sustainable development goals from the perspective of corporate
social responsibility and how this affects the organization's value creation process.

The main objective: The impact of environmental reporting on risk. Practical objectives:
Environmental reporting, by providing transparent and comprehensive information, enables
internal decision-makers to make optimal decisions that improve company performance. It is
expected that the results of the research can help researchers, professors, and other researchers
provide new theoretical foundations and be a new basis for research. Research question: Does
environmental reporting on adverse affect risk?

Theoretical framework

Climate change, global warming, and environmental damage caused by the production process led
to many changes in production technology to realize environmental care or environmental
awareness (Basuki, 2015). Businesses depend on natural and human resources, so they must take
responsibility for the consequences of their operations and also contribute to the communities in
which they operate (Alslihat et al., 2017).

In the early 1980s, the concept of sustainability shifted its focus from social reporting to
environmental reporting (Kulke et al., 2018). This was due to the growing environmental
challenges facing companies, such as pollution, land degradation, and oil spills (Deegan &
Gordon, 1996). As stakeholders became more aware of the impact of companies on the
environment, some companies began to disclose environmental issues in their reports. Voluntary
reporting of environmental issues in annual reports allows companies to disclose favorable
information about their environmental activities and to avoid unfavorable disclosure of
information that could influence stakeholders’ decisions (Odera et al., 2016). Therefore,
companies have disclosed environmental activities as a legitimate tactic to influence the decisions
of their stakeholders (Deegan & Gordon, 1996).

Disclosure of environmental accounting data enables society to understand the organization's
position on environmental protection and to examine how the organization is addressing
environmental issues. In addition, a proper understanding of environmental costs and knowledge
of the environmental performance of processes and products can improve the costing and pricing
of products and help companies design processes and products that are more environmentally
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friendly. Therefore, attention to environmental issues is one of the most important programs of
companies in the field of environmental accounting in developed countries, although this is not
considered much in developing countries and has increased the vulnerability of the environment
to the activities of organizations (Azizi et al., 2010).

Methodology

The general objective of this study is to investigate the effect of environmental reporting on
adverse risk. This research is applied research from the perspective of objective-based
classification. Applied research is research that is carried out using the results of fundamental
research to improve and perfect the behaviors, methods, tools, devices, products, structures, and
patterns used by human societies. On the other hand, the present research is descriptive and post-
event in terms of research classification according to method. Also, this research is of a causal
type, according to the aforementioned concepts, the method of work is of a causal research type,
and a post-event type; the post-event method is used when the researcher studies the subject after
the events occur and is of an applied type from the objective perspective. The statistical population
is all companies listed on the Tehran Stock Exchange. Which was selected based on systematic
exclusion sampling.

The reason for choosing the aforementioned statistical population is that the Tehran Stock
Exchange Organization has relatively comprehensive information about the status of companies
and their financial and economic performance trends, and it can be said that it is the only source
of information that can be used to access the financial information sources of companies and test
the research model. To select the research sample, the systematic exclusion sampling method was
used. In this method, the necessary conditions for selecting the sample are first defined, and then
the samples that do not meet the aforementioned conditions are eliminated. The reason for using
the aforementioned method and defining such conditions is to homogenize the statistical sample
with the entire population and to allow the results of the tests to be generalized to the statistical
population. Two issues were considered in selecting the statistical sample. First, it should be a
good representative of the statistical population, and second, it should be consistent with the basic
variables of the study.

The selected sample in the period 1402-1398, based on the determined indicators, 181 companies
are considered as a sample.

In this research, the econometric model and the multivariate regression model have been used.
Eviews software has been used to analyze the data.

1- Descriptive indicators used in the research: Central tendency and dispersion indicators are used
for description and the characteristics of the variables under study are expressed in the language
of statistics. Measures of central tendency are examined and introduced with average, maximum,
and minimum indicators and skewness and elongation coefficients.

2- Inferential tests used: Research in a specific field can often be examined in several ways. If so,
descriptive and correlational studies may be carried out first, and then causal and comparative
studies. First, descriptive statistics tools are used to analyze the data, and then regression and
correlation analysis are used to test the hypotheses.

Discussion and Results
As mentioned in the introduction, information disclosure requires new actors and new guiding
mechanisms in environmental risk management. Mandatory disclosure of information about
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environmental risks further motivates polluters and environmental authorities to reduce adverse
risks through public pressure. Therefore, this study examined the role of environmental reporting
on adverse risk. The main hypothesis was accepted at the confidence level of the test, and it can
be said that the results of the research pattern analysis confirm the previous literature on reducing
adverse risk through disclosure of the company's environmental issues. Considering the impact of
environmental reporting on adverse risk, it is recommended that the board of directors of
companies disclose environmental issues in their reports to the public and brainstorm with them
to adopt plans for environmental measures to improve production processes and non-financial
activities. Also, companies must follow up on the disclosure of these plans to the public through
various means, especially the media, and planning, to attract interested investors by improving
production and work methods or organizational structure and with the opinion of shareholders.
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